CHAPTER 4

LOCAL PROPERTY TAX

HIGHLIGHTS

Tax Base Assessed value of real property (landrave-
ments, and fixtures) and tangible personal property
(equipment, machinery, office furniture, etc.).

Tax Rate Maximum 1% countywide rate on assesakab\of
property, proceeds of which are distributed to all
local agencies within the county pursuant to statu-
tory formula. Individual agencies may levy rates
above the 1% maximum to service voter approved
debt.

* Revenue 2006-07 $43.2 billion*
2007-08 (Estimate)  $46.9 billion*
2008-09 (Estimate)  $49.2 billion*

Administration County Assessors and Board of Egatbn (BOE)

Includes basic 1% rate; excludes reimbursementidgtate to local governments.

*Source: BOE

1 TAX OVERVIEW

Theproperty tax is the major general revenue source for local govents in

California. It is imposed on the property ownems & based on the value of the property
(thus it is often referred to as an ad valorem.ta&xywever, since the adoption of
Proposition 13 in 1978, real property has genetadgn taxed based on its value at the
time of its acquisition, with increases for inftati limited to 2% per year. Liability is for

a fiscal year (July 1 to June 30) or a portiongbé&r Payments are made in one or two
annual installments.

The property tax applies to all classes of propertgsidential, commercial, industrial,
agricultural, open space, timberland, and vacart.lé5pecial rules apply to some kinds
of property, such as certain agricultural land amdberland. Public land is generally
exempt. Property taxes are collected by the coantydistributed to local agencies
within the county based on a statutory formula.
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2. FOUNDATIONS OF PROPERTY TAX LAW

Much of the law pertaining to taxation of propedyprescribed in the California
Constitution -- in Article Xlll, which was part @dhe original California Constitution, and
in Article XIlIA, which was adopted by the voterstbe state as Proposition 13 in 1978.

Most fundamental modifications to property tax last be made by constitutional
amendment approved by the voters of Californiae Tégislature is authorized to
implement and modify various aspects of propentylasv and is authorized by the
Constitution to exempt personal property by a thiods vote.

Judicial decisions play an important part in theletion of property tax law, as lawsuits
are brought to resolve disputes over the meaninguadus constitutional and statutory
provisions. The U.S. Supreme Court upheld thettatisnality of Proposition 13 in
1992, finding that it does not violate the U.S. &i@ntion's equal protection or right to
travel provisions.

3. WHO MUST PAY THE PROPERTY TAX

In most cases, the owner of the property is asddes¢he property tax. In cases where
the owner leases the property to someone elsesessor may assess either the owner,
the lessee, or may make a joint assessment orthmtassor and lessees. However, the
owner is ultimately liable for payment of the tax.

In one special circumstance, a non-owner of prgpsrassessed for the property tax.
This occurs when an individual or business hagsitie to use tax-exempt land. The
most common example is the case of government-opwragbrty that is leased to a
private party. The lessee holds what is callegas$essory interest” in the property, and
is assessed for property taxes on the propertamiples of taxpayers who have
possessory interests are owners of cabins on fiorest land, ranchers with grazing
rights on federal lands, aircraft operators usiogegnment-owned airports, cable
television companies laying cable in publicly owrstgbets, and shipping companies
renting berths in county-owned ports.

4. TYPES OF PROPERTY SUBJECT TO TAX

The Property Tax Base. The property tax base is composed of two majtegories of
property: Real property and tangible personal eryp

Real property includes land, permanently attachgatovements (such as buildings,
swimming pools, and other structures), fixturesn(is that are permanently affixed to
structures, such as air conditioning units, lighftiixtures, permanently installed
machinery, etc.), and mineral rights.
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Tangible personal property includes movable prgpsuth as equipment, portable
machinery, office furniture, vessels, and aircraft.

Some of the major types of property that are nat @fathe property tax base include
property owned by government or certain charitaoggnizations, intangible property
(e.q., stocks and bonds), household personal gyo@ertomobiles and trucks, and
business inventories. These are described mdyeirfuhe exemption section below
(Section 12).

State-Assessed Versus Locally-Assessed Property. Assessment of property involves
placing a value on that property for purposes opprty taxation. All real and personal
property is classified as either locally-assesseggrty or state-assessed property,
depending on which level of government is respdadir assessment.

The assessor of each county is responsible foatiahuof locally-assessed property.
Most property is locally-assessed.

The BOE is responsible for valuation of state-assgproperties. State-assessed
properties include utility and railroad propertyivate railroad cars, inter-county
pipelines, flumes, canals, ditches, and aquedugenerally, state-assessed properties
operate as an integrated unit and often cross gdumindaries. These properties are
sometimes called "unitary" properties.

Unitary property is assessed as an operating en#duse the separate parcels in each
county have little independent value. For exampi@akes little sense to value one
section of railroad track; its value depends om@ei part of an integrated system.
Therefore, the BOE values all of the state-assgssgzerty holdings as a single unit and
allocates the value among the counties.

Secured and Unsecured Property Tax Assessment Rolls. All property is accounted for
on property tax assessment rolls maintained by eaghty assessor. The property tax
assessment rolls contain an entry for each pafdahd, including the parcel number,
owner's name, and assessed value. This informatéynalso be stored electronically,
rather than a physical document. There are twdskof property tax rolls. Property is
entered on one or the other, based on how cefaindunty is of being able to collect
taxes if they become delinquent, as described below

Most property is on the secured roll. The secuodicconsists of property for which the
payment of tax is "secured" by a lien on real propewned by the taxpayer in that
county. This means that the county could seizesafidhe real property to satisfy the
liability if the taxes become delinquent.

Generally, all real property for which the ownempassessor holds title is on the secured
roll. Personal property can also appear on theredaoll if its owner also owns real
property in the same county that can secure theopat property. All state-assessed
property is also entered on the local secured filis portion of the secured assessment
roll is sometimes referred to as the "Board roll".
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The unsecured roll consists of personal propertgqgbayers that do not own real
property in the county on which a lien can be plaimesecure eventual payment if the
property tax becomes delinquent.

Thus, the unsecured roll consists primarily of peed property and machinery and
equipment owned by businesses that lease, ratheotln, the real property they
occupy. Generally, possessory interests in regleaty will be placed on the unsecured
roll if the holder of the interest does not owneatheal property in the same county on
which a lien can be imposed. Airplanes and boasso on the unsecured roll.

The main difference in the treatment of propertytleese two rolls is that secured
property taxes are payable in two installmentdater than December 10 and April 10,
while unsecured property taxes are payable in mstaliment due no later than August
31. This earlier due date for unsecured roll taynpents is intended to assure collection
of taxes on property that is more mobile.

S. TAX RATE

The provisions of Proposition 13, California Consgton, Article XIIIA, limit property
tax rates. Local property tax rates are compo$édmparts:

° The basic countywide rate is limited to a maximum%. Local agencies are
permitted to adopt lower rates that can resultéowuntywide rate of less than
1%. The proceeds of the basic countywide 1% texaee general revenues
allocated to local agencies within the county lapgbry formula; and

° Local agencies within each county are permittelévy additional tax rates
for debt. The vote requirements were simple m@gjqiior to Proposition 13
and generally two-thirds after approved by votardune of 1978. However,
pursuant to Proposition 39 passed by the votelowember 2000, bonded
indebtedness incurred by a school district, comiguwllege district, or
county office of education for the constructiorgaestruction, rehabilitation,
or replacement of school facilities may be apprave&5% vote after
November 7, 2000. The proceeds of each additideiat rate are allocated to
the local agency that received voter approval tarithe debt, and are
earmarked for payment of principal and interesthat debt.

The California Supreme Court ruled that additidaalrates imposed to fund employee
pension systems approved by the voters prior ppul978, are valid debt rates under
Proposition 13 [Carman v. Alvord 982)]. The Legislature codified permissible
purposes for which additional rates may be leveedualified indebtedness and placed
limits on increases in additional rates for certgpes of pension system debt.

As a result of the levy of additional rates foremapproved debt, tax rates may vary
from area to area within any county, dependinghennumber and amount of debt rates
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levied by the local agencies. For example, a exdidf one area may pay a 1.1% rate
(composed of the 1% countywide rate, a 0.05% matsdhool district debt and a 0.05%
rate for park district debt), while a resident nbther area of the county may pay a 1.2%
rate (composed of the 1% countywide rate, a 0.1&1%for a different school district's
debt and a 0.10% rate for a water district debt).

The California Constitution provides that the taterapplicable to the unsecured roll is
the prior year's secured roll tax rate. This isaose the unsecured roll bills are sent out
early in the fiscal year, often before local agead@et the tax rate for the current year.
Although counties have the authority under Propmsii3 to set the basic countywide

tax rate below the maximum rate of 1%, in most sdlse basic tax rate generally does
not change. However, the additional debt ratesghannually, based on revenue needs
to meet principal and interest obligations. Noign#ie variation in debt rates from year
to year is not great, so the impact on an individiaabill is not pronounced.

6. PROPERTY VALUATION UNDER PROPOSITION 13

Valuation of property is a key factor in properaxation, since the tax rate is applied to
the taxable value of the property (formally referte as the '‘assessed value' or 'full
value') to determine taxes due. For example, pgrtg with an assessed value of
$115,000 in an area where the total rate is 1.10have a property tax liability of
$1,265, computed as follows:

$115,000 assessed value x 0.011 tax rate = $1a265 t

Proposition 13 sets forth rules controlling thewaion of property for property tax
purposes. The Supreme Court has ruled that thesesions apply to the valuation of
locally-assessed real property only, and does paliydo state-assessed property.

Value Standards: Fair Market Value and Acquisition Value. Under pre-Proposition
13 law, locally-assessed real property was assessddyear using a current market
standard. Fair market value, which was determaredially by the county assessor, is
the value for which the property would sell if attd on the open market.

Proposition 13 subjected locally-assessed realgotppo a new set of valuation rules,
often referred to as the "acquisition value" staddal his system has several components
as provided by Proposition 13 and implemented atutt, as described below:

° For purposes of moving from the old to the neweystProposition 13 first
required property values to be rolled back to t8@é5L76 fiscal year (FY) fair
market value level for the FY 1978-79. Propertied have not sold or
undergone new construction since FY 1975-76 hdvé 4975-76 "base year
value”.

° A property's base year value is adjusted upwards assessment year to
reflect inflation as measured by the California 8amer Price Index, but not
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in excess of 2% annually. This process contingderag as the property is
not subject to an ownership change or new consbrucfThis value is known
as the "factored base year value". This systesonsetimes described as an
"acquisition value" based system. The term "ac¢tiomsvalue” refers to
basing future assessed values on the value ofrtipegy at the time it was
originally acquired. The constitutional validity this feature of Proposition
13, which often results in different tax burdensdmnilar properties, has been
upheld by the U.S. Supreme Court.

When a property is sold, transferred, or subjetdeathy other change in
ownership, the property is reassessed to currennfaket value as of the
date ownership changed. Newly constructed propeiiso assessed at
current fair market value as of the date of coniqiet

The fair market value assessment at the time ofg@wtruction or change in
ownership becomes the property's new "base yeaetakhich is thereafter
adjusted upwards by no more than 2% annually, sath time as another
change in ownership occurs.

If new construction occurs on only a portion ofragerty (for example, a
room addition), the newly constructed portion igegi a new base year value,
and the pre-existing portion retains its old faetbbase year value. A
property can have multiple base year values dmewoconstruction until the
whole property changes ownership, when it will bsigned a new base year
value based on its total fair market value at ime tof sale.

If on any lien date (January 1) the market valua pfoperty declines below
its (base year value) factored base year valumeayt be reassessed to reflect
the lower value for that upcoming fiscal year. Hwer, if the market value of
the property recovers each following lien dateratftes reassessed downward,
the county assessor may increase the value ofrtipeerty to its current

market value for the next fiscal year. Howevew property that is
reassessed in this way may not be given a valuestigaeater than its factored
base year value.

Three types of locally assessed real property @rsubject to this valuation system.
These are agricultural and open space land, tigheriand historical properties. Special
valuation rules, described in Section 10, PrefeseAssessment of Certain Properties,
cover these properties.

Purchase Price Assumed to Represent Fair Market Value. Current law provides that
when establishing value upon a change in owner#iingpassessor should trust the
purchase price represents fair market value, utiese is evidence that the property
would not have transferred for that price in anrop®rket transaction. If the assessor
believes the property's fair market value is déferfrom the purchase price and the
property owner appeals the valuation, the assesast demonstrate why he or she used
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another value, generally by presenting comparadéss The requirement to use the
actual purchase price paid as the fair market vialgemetimes referred to as "Rule 2",
because the concept was originally adopted aséguthe BOE. It has since been
codified in statute.

Exemptions From Reassessment Upon Changein Owner ship or New Construction.
Constitutional amendments adopted after Proposit®and statutory interpretations
have permitted several exclusions from fair maviedtie reassessment at the time of
change in ownership or new construction. Six efrtiost significant include:

o

Intrafamily Transfers Under Proposition 58 of 1986, transfers of prope
between spouses are not considered changes ingiwmeiT his proposition
codified previously enacted legislation. In aduhiti Proposition 58 provided
that transfers of principal residences plus trasséé up to $1 million of other
property between parents and children are not sutgjgeassessment upon
change in ownership. Proposition 194 of 1996 ededrthe provisions of
Proposition 58 to transfers between grandparertgeandchildren if the
parents of those grandchildren are deceased.

Replacement Residences of Senior Citizedader Proposition 60 of 1986,
senior citizens may transfer the factored base yalae of their original
residence to a replacement principal residendbeifeplacement is of equal
or lesser value and located in the same countydetJRroposition 90 of 1988,
the same relief is available for moves between tiesitif the county board of
supervisors where the replacement home is locas@tiopted an ordinance
permitting the transfer of value.

Replacement Residences of Disabled Persalmler Proposition 110 of
1990, severely and permanently disabled persontingespecified
requirements may transfer the base year value ofigimal dwelling to a
replacement dwelling of equal or lesser value wititdggering reassessment.

Seismic Safety Improvement&Jnder Proposition 127 of 1990, specified
seismic retrofitting and earthquake hazard mitaggatechnologies applied to
existing buildings are not subject to reassess@&new construction.

Environmental ContaminationdJnder Proposition 1 of 1998, property
acquired or reconstructed as a replacement forgptpdestroyed as a result
of environmental contamination cleanup activitiesyrbe excluded from fair
market value reassessment.

Transfers by and between Registered Domestic RarfR®Ps) Under SB
565 (Migden), Chapter 416, Statutes of 2005, temssbf real property
between RDPs or former RDPs are excluded from adsofjownership. In
addition, transfers to trusts at death and in cotiore with property settlement
upon the dissolution of a RDP are not considereshgls of ownership that
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subject the real property to reassessment.

Other allowable exclusions from reassessment irclud

Property reconstructed after a disaster;

Property acquired to replace comparable propesyrolged in a disaster;
Property acquired to replace property taken by entidomain;
Additions of solar energy systems and fire sprinklestems; and

Modifications to make an existing residence moieeasible to a severely and
permanently disabled person.

The Appendix to this chapter lists all of the ammedts to California Constitution,
Article XIlIA, adopted by the voters since enactmehProposition 13 in 1978.

The Legislature has also clarified applicationtad provisions related to change in
ownership and new construction, providing that faarket value reassessments are not
required for specified transactions, including:

o

Transfer of the bare legal title (e.g., when a hawreer pays off the mortgage
held by a bank or other financing entity);

Creations of leases with a term of the creatioless than 35 years (a lease
with a term of more than 35 years is considerathange in ownership");

Creations of joint tenancies, when the prior owis@me of the joint tenants in
the new joint tenancy;

Transfers of property between commonly-owned legéties where the
percentage of ownership shares does not changsfdra of property

between individuals and legal entities where thegrage of ownership does
not change;

Transfers of ownership interests in legal entiteex] transfers of corporate
stock so long as no one individual, corporatiomtrgaship or other legal
entity acquires more than 50% of the stock;

Transfers of properties to revocable trusts;

Alterations or improvements to property which aoé major rehabilitation;
and
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Sales of mobilehome parks to the tenants of thiesparther as a whole or
transfer of individual rental spaces.

Assessment of Property That is Damaged or Declinesin Value. The rules that apply
to cases of damage or general decline in valueatieatot associated with disasters
declared by the Governor are as follows:

o

Ordinary Circumstances When Value Declinéisproperty experiences a
decline in value for any reason other than a misfer or calamity, such as a
general drop in real estate values, special rypt/aegarding that property's
assessment value. To the extent that its fair etatddue is less than its value
on the property tax roll, the assessor will reas#es property downward on
the next January 1 lien date to reflect its vatugs present condition.

However, if the property experiences a declineadlue but the market value
still is greater than the adjusted base year vatughe roll, the factored base
year value cannot be reduced.

If the market value later goes up or repairs ardenthat cause the value to
increase, the value on the tax roll will revertra next lien date to the
factored base year value that would have applidteidecline had not
occurred.

If restoration construction on the property is gigant enough to be
classified under Proposition 13 rules as "new cagtbn", the newly
constructed portion will be reassessed to fair etavklue.

Damage Due to "Misfortune or Calamitylf property has been damaged or
destroyed by a misfortune or calamity, the owney neguest that the
property be reassessed downward immediately teatats current value in
the damaged condition. This downward reassesspnecédure is available
only in counties that have adopted authorizingraadces. It is not necessary
for the damage to have occurred as a result dastér declared by the
Governor. The downward reassessment is accomglisheeducing the
factored base year value by the same proportiomhigh the full market
value of the property declined due to the damage.

The downward assessment results in a reductionopiepty taxes for the
assessment year, prorated to reflect the numbmoaths remaining in the
year after the damage occurred. The reduced tara®funded to the
property owner.

In addition, property owners may apply to deferrpapt of the next property

tax installment due following the disaster. Théed®l is permitted until the
corrected property tax bill, reflecting the redusadue, is issued.
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When the damaged property is restored, it willdsssessed upward. That
value will not exceed its prior factored base ywedue, even though the fair
market value may be higher. As in the above sdoatf restoration of the
property is significant enough to be classifiedemi@roposition 13 rules as
"new construction”, the newly constructed portiah lae reassessed to fair
market value.

Two additional relief provisions also are availatdeowners of property damaged or
destroyed by a disaster declared by the Governbese are described below:

o

Exemption From New Construction Reassessmémeal property is
substantially damaged or destroyed by a misforturealamity, any timely
new construction that makes the property substnéquivalent to its state
prior to damage or destruction will not result ireassessment of the new
construction. That is, the property can retainatsvalue even though new
construction has occurred and the new fair marlktevexceeds the value on
the property tax roll. Any portion of the new ctmstion that goes beyond
"substantial equivalence" to the state of the prtyperior to the disaster is
reassessed to full market value.

Transfer of Old Tax Value Upon Relocatiolf property is substantially
damaged or destroyed by a disaster as declardtelydvernor, the base year
value may be transferred if the owner construc&cguires comparable
property within the same county within five yeafteathe disaster. The base
year value transfer is available to comparable @riydocated in another
county only if the county in which the replacempraperty is located has
adopted an ordinance permitting the transfer aieraind the time frame is
limited to three years. This opportunity to retdie assessed value of the
original property is available only if the propesystains physical damage
amounting to more than 50% of its full cash valmeniediately before the
disaster. The replacement property must be corbjeata the damaged
property in size, utility and function. If the nkat value of the replacement
property is more than 120% of the original propgttty amount in excess of
120% is added to the transferred factored basevae.

Assessment of Oil and Gas Property. Oil, gas, geothermal or other mineral rights are
assessed under Proposition 13 rules. New minesalves are added to the roll at their
fair market value at the time they are proven tet@nomic. Thereafter, the value is
increased annually by no more than 2% and is agjusdbwnward in proportion to the
depletion of the mineral resource.

7.

SUPPLEMENTAL ASSESSMENT ROLL FOR CHANGESIN

OWNERSHIP AND NEW CONSTRUCTION

During the first five years after implementationRybposition 13, some property owners
were able to temporarily escape the added taxityahrising from changes in ownership
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or new construction. This occurred as a resulhefcontinuation of pre-Proposition 13
rules establishing tax liability for a fiscal ygduly 1 to June 30) based on the value of
property as of the preceding lien date.

Prior to July 1, 1983, the law provided that wheoperty was reassessed due to change
in ownership or new construction, the additiondligavas not subject to tax until the
fiscal year beginning after the next lien date,alhivas at that time March 1. Thus, new
value could escape taxation for a period of froto 46 months. For example:

° An ownership change in February 1980 was not rtem higher taxes until
the 1980-81 fiscal year, beginning in July 198@a@nths later.

° An ownership change on March 2, 1980 was not ritem higher taxes until
the 1981-82 fiscal year, beginning in July 1981 nidnths later.

° An ownership change in October 1980 was not redtéat higher taxes until
the 1981-82 fiscal year, beginning in July 1981 nidnths later.

However, under legislation that took effect on JulL983, property reassessed upon
change of ownership or new construction is nowextlip tax immediately, by being
placed on a "supplemental assessment roll". Thplemental assessment roll applies
only to locally assessed real property subjectrepsition 13 assessment rules and
manufactured homes.

The supplemental roll works as follows:

° The added value created by the new constructianvoership change is
placed on a separate property tax roll (the supgteah roll) on the date the
ownership change occurs or the new constructiconsplete.

° Atax bill is issued based only on the added value is prorated for the
remaining portion of the fiscal year.

° In the next fiscal year, the entire new assesska\@ the property is placed
on the regular roll, and there is no supplememtaliability for that property.

For example, consider a home assessed at $100,@d0area where the tax rate is 1.1%.
The home is on the regular roll, and the tax ferehtire year is $1,100. On December
31 a room addition is completed which has a fairketavalue of $30,000. The
supplemental roll tax bill for that year is $166ntputed as follows:

$30,000 x 0.011 tax rate = $330 tax x 0.50 (procptor half of year) = $165
The $165 supplemental tax bill is paid in additiorthe $1,100 regular roll bill. The next

year, the original value is increased by 2% andlioed with the new value of the room
addition, and a single regular roll tax bill isussl of $1,452:
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$100,000 x 1.02 = $102,000 + $30,000 = $132,00@&Dtax rate = $1,452 tax

Pursuant to AB 459 (Oropeza), Chapter 392, Stauftd805, sellers of residential real
property are required to provide to the purchasestace about supplemental property tax
assessments.

8. VALUATION OF OTHER PROPERTY

Annual Reassessment to Fair Market Value. Property other than locally-assessed real
property is subject to the valuation rules thateniareffect for all property prior to
Proposition 13. The pre-Proposition 13 rules npplyonly to locally-assessed personal
property and state-assessed property. These &ssead of property are assessed to
current fair market value each year, as of thediat®. For locally-assessed personal
property, the county assessor has the respongitatidetermining fair market value.

For state-assessed property, the BOE determinmaséaket value. In both cases, the tax
rate is the same as for all other property: ThedoB% rate, plus any additional rates for
debt.

If damage or other factors cause fair market vedugecline for these properties, the
decline will be reflected in the next annual reassgent. In addition, owners of locally-
assessed personal property may apply for immed@teward reappraisal during the tax
year after a "misfortune or calamity", if local ¢ty ordinances permit. This is the same
procedure described in Section 6 above for locadigessed real property.

Deter mination of Fair Market Value. Fair market value is defined as the price the
property would bring at a sale in the open marked lvilling buyer and willing seller,
neither of whom is under any compulsion to buyooséll, and with all the knowledge of
the uses the property can be put.

Determination of fair market value is a questiojuofgment, and the law recognizes that
there is no single acceptable appraisal methodhnwdssessors should employ to
determine fair market value. Some of the most coniynused methods include using
the purchase price, looking at sales of comparnaifaperties, capitalizing the income
stream (rent) produced by the property, and detengithe cost to replace the property.

Recall that for purposes of establishing fair maxetue of a property that has been
purchased, current law requires that the purchase pe presumed to be fair market
value, unless there is evidence it would not haie for that in an open market
transaction.

As pointed out earlier in this chapter, the propéak applies only to tangible property.
Intangible property is not taxable. Examples ¢dingibles that are not subject to the
property tax include general franchises, patemd,goodwill. However, the courts have
recognized that in some instances the presencgaofgibles contributes to or enhances
the value of real property, in which case they mayeflected in the assessment of
property for tax purposes.
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Impact of the" 4-R" Act on Railroad Valuation. Federal legislation enacted in 1976,
the Railroad Revitalization and Regulatory Reforot @he "4-R Act"), has affected the
valuation of state assessed railroad property. 4FReAct prohibits states from taxing
railroad property more highly than other commeraiad industrial property in the state.
Since California assesses most commercial and tinalysroperty under the "acquisition
value" rules of Proposition 13, and railroad préyes reassessed to fair market value
annually as state assessed property, California modify its assessment of railroad
property to comply with the requirements of the A®.

BOE has concluded that the effective assessmesitdéstate-assessed railroad property
in California is 65.64% of fair market value foetkY 2006-07.

0. LIEN DATE AND "ESCAPED" ASSESSMENTS

All locally-assessed taxable property is assessadaly as of 12:01 a.m. on January 1.
This is called the lien date, because on that tik@&¢axes due become a lien against the
property until paid. The lien date was changedifiarch 1 to January 1 commencing
January 1, 1997.

All state-assessed property is assessed eachsyeffid:01 a.m. on January 1.

An escape assessment is a retroactive, corred@sesasment. This assessment rectifies
an omission or error that caused taxable properbetunder-assessed, or not assessed at
all. In most cases, once such an omission or eaours, the property escapes proper
assessment each year thereafter until the undesassat is discovered and corrected.
Upon discovery that a property escaped assesstherdssessor is required to
appropriately value the property as of the valuatiate, record the appropriate value on
the roll being prepared, and process any necessamgctions to the current roll. In
addition, the assessor is required to process estsgessments for earlier years for which
the time to make assessments still is open.

In general, the time period during which assesssneraty be made remains open for four
years beginning on July 1 of each assessment yi@adetermine the open period for
escape assessments, the period is counted baokeifrom the assessment year of
discovery and correction.

For example, a new barn was completed in April 189Awas not assessed until the
assessor discovered it in January 2002. Uponsgpthe assessor should:

° Record (enroll) the appropriate value on the relhlg prepared (FY 2002-03).
The role for this assessment year closes on J@@Q2, so this correction
would not be an "escape assessment”.

° Correct the current roll (FY 2001-02); this is yeae of the limitations
period.
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° Process escape assessments for all prior yearis withstatute of limitations
(FYs 2000-01, 1999-2000, and 1998-1999 represarsyteo, three, and four
of the limitations period).

As revealed by this example, the assessor is natyal able to make a corrective
assessment for every year that the property escgssdsment.

10. PREFERENTIAL ASSESSMENT OF CERTAIN PROPERTIES

California Constitution, Article Xlll, Sections 3(@nd 8, provides special assessment
rules for three categories of property in ordepreserve them in their current form and
reduce pressure for development. The special steees rules allow the property to be
assessed at the lower of (a) fair market valueth@Proposition 13 assessment value, or
(c) historical value. The categories of propedyeared by the special rule are:

° Open space land and agricultural land, the usehafiwis restricted under
Land Conservation Act (Williamson Act) contractxamples of open space
contracts include scenic highway corridors, wildlifabitats, saltponds,
managed wetlands, submerged areas, and recreai@asl The state
reimburses local governments for part of the reednas resulting from
preferential assessments under the Williamson Aldhe Williamson Act is
described more fully in Chapter 6G.)

°  Timberland.
° Qualifying historical property.
11. TAXPAYER APPEALSOF PROPERTY VALUATION

Taxpayers who disagree with the values placed callipassessed property by the
county assessor may appeal to the county equalizbtdy between July 2 and
September 15 of the fiscal year for which the taaesdue. In some counties, the
appeals date is extended to November 30.

Under current law, the elected county board of supers may sit as the county BOE or
may create one or more assessment appeals boaBs)#o provide that function.
According to BOE, there are 19 counties in Califaiin which the board of supervisors
also sits as the county BOE. In the remaining@ties, AAB members are appointed
by a majority vote of the board of supervisorscieAAB member's term is three years
long, and there is no limit on the number of teamsAAB member may serve.
Individual terms are staggered in order to ensheied board will not be comprised of
members with no prior AAB experience.

Eligibility requirements for appointment to an AABry depending on the size of the

county. In counties of less than 200,000 peopke pbard of supervisors may appoint
any person who is believed to possess "competentliedge of property appraisal and
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taxation”. In all other counties, an appointee inlase a minimum of five years'
professional experience in California in one of tbiowing roles: Certified public
accountant or public accountant, licensed reatest@ker, attorney, property appraiser
accredited by a nationally recognized professiongénization, or property appraiser
certified by the California Office of Real Estatppgkaisers or state BOE.

The roles and duties of the county equalizationdmtave been litigated repeatedly.
Among the courts' findings: County BOEs are qyadieial agencies that function as the
fact-finding bodies designated by law to remedyesso/e assessments. These boards
have the duty to determine the value of locallyeased property and the fairness of its
assessment. In discharging this duty, a boardésmdanation regarding the merits of a
valuation case are conclusive. Thus, the deci@county BOE is equivalent to the
determination of a trial court and may be reviewaty for arbitrariness, abuse of
discretion, or failure to follow the standards prédsed by law.

Rulings of the county equalization body can be afgaketo Superior Court, but any
Superior Court asked to review a question of fabich generally is a valuation decision,
is limited to inquiry into whether the county boartindings are supported by substantial
evidence (i.e., whether the findings are suppdniedome credible evidence in the
administrative record). Thus, the Superior Coiistas an appellate tribunal that reviews
the AAB record for reversible error, and taxpaysanot have a right to trial de novo.
Over time, three types of reversible errors havenbdentified: (a) denial of procedural
due process to a party by an AAB; (b) utilizatidran unlawful appraisal methodology
by an AAB; and (c) issuance of findings and/or diexis by an AAB that are not
supported by substantial evidence.

Local assessees are provided greater appeal aghtfund actions arising from
guestions of law than actions arising from questiofifact. In general, questions of fact
involve the circumstances surrounding a propef#ytanarket value. Questions of law
often involve the determination whether the tranefea property meets the definition of
a change in ownership. Other examples of issugiblel for trial de novo by local
assessees include: (a) whether a property queafdiea specific property tax exemption;
(b) whether a particular item is real or persomapprty; (c) whether a particular statute
is constitutional; and (d) whether the proper mdthbvaluation has been used.

Taxpayers who disagree with the values placedair-sissessed property by the BOE
may appeal to the Board itself, with further appegtits to the Superior Court. State
assessees are provided trial de novo if they apgpehé Superior Court. Unlike the
restrictions placed on courts asked to review goestof fact on locally-assessed real
property, the court may make an independent detextion of the fair market value of a
state-assessed property.

12. PROPERTY TAX EXEMPTIONS

Various categories of property are partly or fdkempt from the property tax. The
major exemptions are summarized below.
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Property totally exempted from local property tagludes:

o

Most government-owned property.

Nonprofit religious, charitable, charitable educatiand hospital property.
This is generally known as the "welfare exemption”.

Household furnishings and personal effects.
Business inventories, including livestock, held gate.

Growing crops. Also, orchards for the first foways after they were planted
and vineyards for the first three years after phant

Low-value property (generating a tax of less tha@)$ The county board of
supervisors must authorize this exemption befoieatiowed for the county.

Freight and passenger vessels over a certain size.

Private railroad cars that are subject to the gtatate railroad car tax in lieu
of the local property tax.

Property partially exempted from local property tagiudes:

o

o

The first $7,000 of full value of an owner-occupihcipal residence. This
is known as the Homeowners' Exemption. The satehurses local
governments for the loss of revenue attributabkaiexemption. (Refer to
Chapter 6E, Homeowners' Exemption, for a more etaiiscussion.)

The first $100,000 or $150,000 as adjusted foatith of property owned by
disabled veterans and their spouses, with the exampunt depending on the
annual income of the veteran. Beginning in 2006 ,exemption amount is
adjusted for inflation each year.

Autos and trucks, which are subject to the veHicknse fee (VLF).
Mobilehomes sold new prior to July 1, 1980 are slsigject to the VLF in
lieu of the property tax; mobilehomes installeegeathat date are placed on
the local property roll and assessed as real @opeat property, depending
upon the method of attachment to land.

Standing timber, which is subject to the Timberl&i€ax. Note, however,
that the land underlying the timber remains sulii@the property tax.
Timber land is usually subject to preferential asseent.
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° Racehorses are subject to a special annual Raeehaxs This tax is a fixed
amount varying by type of racehorse and the agleohorse.

° Personal property of insurance companies is sutgebe insurance gross
premiums tax in lieu of all other taxes except praberty taxes.

° Personal property of banks and financial institugics subject to a Bank Tax
rate in addition to the normal bank and corporateon The personal property
of banks is not subject to personal property taxes.

° Business records, which are valued based on the wdithe paper, rather
than the value of the information contained.

13. PROPERTY TAX RELIEF PROGRAMS

The state pays for a variety of property tax rghefgrams through income tax credits,
cash payments made directly to taxpayers, and stibwe to local governments as
reimbursement for the loss of revenues resultiogpfproperty tax exemptions and
preferential assessments.

Table 8 illustrates the cost to the state of th@maoperty tax relief programs for FY
2006-07 (the most recent FY for which actual exjteinels are known). Most of these

programs are described in more detail in Chapt&pécial Features of the California
Tax System.

TABLE 8
Estimated State Expenditures on Property Tax RBliegrams, 2007-08

Homeowners' Exemption $434.3 million
(subvention to local governments)

Senior Citizens, Blind & Disabled Homeowner
and Renter Property Tax Assistance $185.3anilli
(direct cash payments to taxpayers)

Senior Citizens and Disabled Property

Tax Deferral (subvention to local $ 11.8 roitli
governments)

Williamson Act Open Space and Agricultural $ Bmillion
Land Contracts (subvention to local

governments)

*Source: 2009-10 Governor's Budget
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14. ALLOCATION OF PROPERTY TAX REVENUESTO LOCAL
AGENCIES

In 1979, after the passage of Proposition 13, #gadlature enacted a method of
allocating the proceeds of the countywide 1% priypieix rate to various local entities in
each county. The legislation enacting this metlvad AB 8 of 1979, and the system
came to be known as the AB 8 system.

In brief, the AB 8 system ensured that local esditivould receive revenues equal to the
amount they received in the prior year (the 'bgday that entity's share of any growth in
revenues deriving from assessed valuation in thidiction (the ‘increment’). Property
tax proceeds from growth, whether due to new canstm, changes in ownership, or the
2% inflation factor, accrue only to jurisdiction$i@re the growth occurs.

AB 8 generally allowed local agencies to receiveeghme share of property tax revenues
after Proposition 13 that they received prior tog@isition 13. However, AB 8 also
shifted a portion of the property taxes receivedgdtiyools to cities, counties, and special
districts and the state assumed a greater shaduchtion funding. This shift is known
as the AB 8 shift or bailout. In effect, Califoarsubsidized local governments by
passing money through school districts and inftatotal governments' property tax
revenues.

As part of the package of efforts closing the F992-93 and 1993-94 budget deficits,
the AB 8 shift was partially reduced. Legislati@allocated property tax revenues from
cities, counties, and special districts to schodlsis shift was accomplished through an
Education Revenue Augmentation Fund (ERAF) in eacinty.

In years following the ERAF property tax shiftscéd agencies receive their new base
amount plus their share of any growth within thesgiction during the past year.

15. ADMINISTRATION

The BOE is charged with developing standards foallassessment practices and also
has responsibility for assessing certain utilitygerties, as described above.

Prior to the enactment of Proposition 13, the B@H tequalization” powers. That is,
the power to require a county to increase assesdads to bring them in line with state
standards and assessed values elsewhere in the State the enactment of Proposition
13, BOE no longer has that function. However, BOEequired by statute to monitor
local assessment practices and assessed valuespanton its findings. If, in its
monitoring function, the Board determines thatlthel of assessment in any county is
less than 95% of the assessment level requiredvioythe county can lose a portion of
annual supplemental property tax roll revenuesdhaearmarked for county
administrative costs.
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Local county assessors value all property exceptititity and railroad property, private
railroad cars, inter-county pipelines, flumes, dsnditches, and aqueducts assessed by
the BOE. The county tax collector collects thepamby taxes, and the county auditor
determines the appropriate allocation of revenadsdal entities within each county.
Secured roll taxes are paid to the county tax ctdkein two installments, which are
delinquent if not paid by December 10 and Aprilatthually. Unsecured roll taxes are
paid in one installment due no later than Augusadually.

16. CODE

California Constitution, Article XIIl and XA

Revenue and Taxation Code Sections 1-6000 ando8ecil201-11273

Various sections in Education Code, Government Cade other Codes.
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APPENDIX
History of Amendments to Proposition 13

Statewide Proposition
Ballot Number Summary of Change Adopted

June 1978 13 Enactment of Article XIlIAAdded Article
XIIIA to State Constitution, limiting
property tax rate, rolling assessments back
to 1975-76 level, limiting increases in
assessed value, providing for reassessment
change in ownership or new construction,
prohibiting imposition of new property or
other kinds of taxes on real property,
authorizing the imposition of local special
taxes by 2/3 vote, and making other
changes. Most provisions took effect for
1978-79 fiscal year.

November 1978 8 Disasters and Declines in Vahmended
Section 2 of Article XIIIA, providing that
real property reconstructed after a disaster
will not be considered new construction if
the new market value is comparable to the
market value prior to the disaster, and
authorizing reduction in assessment of a
property in order to reflect substantial
damages, destruction or other factors
causing a decline in value.

November 1980 7 Solar Energy SysterAsnended Section 2
of Article XIIIA, authorizing the Legislature
to provide that the construction or addition
of any active solar energy system will not be
considered new construction.

June 1982 3 Eminent Domain and Inverse Qondé&on
Amended Section 2 of Article XIIIA,
providing that a change in ownership will
not include acquisition of property as a
replacement for comparable property from
which the owner was displaced by eminent
domain, acquisition by a public entity, or
inverse condemnation. Applied to property
acquired after March 1, 1975, for
assessments made after June 8, 1982.
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46
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Seismic Safety Reconstructidmended
Section 2 of Article XIIIA, providing that
reconstruction or improvement to property
constructed of unreinforced masonry bearing
wall construction in compliance with local
seismic safety ordinances will not be
considered new construction during the first
15 years after the reconstruction.

Fire Safety Systemdgnended Section 2 of
Article XIlIA, authorizing the Legislature to
provide that the construction or installation
of a fire sprinkler, extinguishing, detection
or related system will not be considered new
construction. Applies to systems
constructed or installed after November 6,
1984.

Historic Structures Rehabibtati
Amended Section 2 of Article XIIIA,
providing that the addition to, or alteration
or rehabilitation of, certified historic
structures will not be considered new
construction, so long as the structure is the
owner's principal residence.

Excess Tax Rates for Bonded.Debt
Amended Section 1 of Article XIIIA,
allowing the levy of a property tax rate in
excess of the 1% maximum to pay interest
and redemption charges on bonded debt
approved by a two-thirds vote of the voters
on and after July 1, 1978, for acquisition or
improvement of real property.

Replacement Property After Disaster
Amended Section 2 of Article XIIIA,
allowing the transfer of assessed value from
a property substantially damaged or
destroyed by a disaster to a comparable
replacement property in the same county.
Also set forth definitions of "substantially
damaged or destroyed" and "comparable.”
Applies to property acquired or newly
constructed on or after July 1, 1985.
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Transfers of Property Within Fas
Amended Section 2 of Article XIIIA,
providing that change in ownership will not
include: (1) the transfer of real property
between spouses since March 1, 1975; and
(2) the transfer of a principal residence and
first $1 million of other real property
between parents and children. Also
provided that unless specified otherwise,
amendments to Section 2 will apply to
changes of ownership which occur, and new
construction which is completed, after the
effective date of the amendment.

Replacement Residences of SEitinens,
Moves Within Counties Amended Section
2 of Article XIlIA, permitting the
Legislature to allow persons over age 55,
who sell their residence and buy or build
another of equal or lesser value in the same
county within two years, to transfer the old
residence's assessed value to the new
residence.

Replacement Residences of SEitirens,
Moves Between CountiesAmended
Section 2 of Article XIIIA, permitting the
Legislature to extend the relief allowed by
Proposition 60 of November 1986 to
replacement residences located in a different
county from the original residence, if the
county of the replacement dwelling has
adopted an ordinance participating in the
program. Applied to replacement dwellings
acquired on or after a county ordinance is
adopted, but not before November 9, 1988.
Amended the language adopted in
Proposition 58 of 1986 to provide that
unless provided otherwise, amendments to
Section 2 adopted after November 1, 1988,
will apply to changes in ownership that
occur and new construction that is
completed on or after the effective date of
the amendment.
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Replacement Residences of Disabled
Persons Amended Section 2 of Article
XIIIA permitting severely and permanently
disabled persons to transfer the base year
value of an original residence to a
replacement residence of equal or lesser
value under certain circumstances. Also
exempts modifications to improve
accessibility for the disabled from "new
construction” reassessment. This measure's
provisions parallel those of Propositions
60/90 with respect to qualifying replacement
properties.

Seismic Retrofitting of ExigtBuildings
Added a paragraph to Subdivision (c) of
Section 2 of Article XIIIA allowing seismic
retrofitting improvements or improvements
utilizing earthquake hazard mitigation
technologies to be constructed or installed in
existing buildings without being subject to
reassessment as new construction.

Spouses of Persons Who Digdttive

Duty in the Military. Allows the Legislature
to exempt from property taxation, in whole
or in part, the home of the spouse of a
person who died as the result of a service-
connected injury or disease while on active
duty in military service unless the home is
receiving another real property exemption.

Replacement Property After $desa
Amended Section 2 of Article XIIIA,
allowing the transfer of assessed value from
a property substantially damaged or
destroyed by a disaster to a comparable
replacement property located in another
county if the county where the replacement
property is located has adopted an ordinance
permitting the transfer of value. Applies to
property damaged on or after October 20,
1991.
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New Construction Exclusion forabied
Accessibility ImprovementsAmended
Section 2 of Article XIlIA exempting
modifications to improve accessibility for
the disabled from "new construction”
reassessment. This measure's provisions
apply to property that is not the principal
place of residence of a disabled person.

Grandparent — Grandchild Trasshér
Property Amended Section 2 of Article
XIIIA excluding transfers of property
between grandparents and grandchildren
from change in ownership if the parents of
those grandchildren are deceased as of the
date of the transfer.

Environmental ContaminatioAmended
Section 2 of Article XIIIA to exclude
property acquired or reconstructed as a
replacement for property destroyed as a
result of environmental contamination
cleanup activities from fair market value
reassessments.

School Facilities Bonded Ineldbess, 55%
Voter Approval Amended Section 1 of
Article XIIIA to reduce the voter approval
threshold from two-thirds to 55% for school
facilities.
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